There are concerns that regional inequality in India has increased after the economic reforms of 1991. This concern is supported by various statistical analyses. In this paper, we show that the conclusions are sensitive to what measures of attainment are used. In particular, human development indices do not show the same increase in regional inequality. Furthermore, looking at consumption and credit indicators for regions disaggregated below the state level also suggests that inequality trends may not be as bad as suggested by State Domestic Product data, although the greater strength of the economies of the western and southern states emerges in our results. Finally, we briefly discuss policy implications within the context of India's evolving federal polity.
1.Introduction
There are concerns that regional inequality in India has increased after the economic reforms of 1991. This concern is supported by various statistical analyses. In this paper, we show that the conclusions are sensitive to what measures of attainment are used. In particular, human development indices do not show the same increase in regional inequality. Furthermore, looking at consumption and credit indicators for regions disaggregated below the state level also suggests that inequality trends may not be as bad as suggested by State Domestic Product data. Finally, we briefly discuss policy implications within the context of India's evolving federal polity.
In section 2, we briefly survey a sampling of previous work on growing inequality across the Indian states. We also summarize the trends in personal income distribution. In section 3, we consider trends in other indicators of economic achievement, but still at the state level. We find that the results are quite sensitive to what we are measuring. In section 4, we disaggregate below the state level, using regional data that allows a more fine-grained look at what is happening in different geographic regions of India. Section 5 concludes with some discussion about possible policy implications.
Inequality: The State of the Debate
One can begin by noting that measures of personal income inequality tell us that very little has changed. This is the message of Table 1 , which reports nationwide Gini coefficients and top and bottom quintile income shares. Of course, it may be that the figures are missing the rise in incomes of the top one or two percent of the country's population, which may have benefited the most from liberalization 1 , because of undercoverage and under-reporting. Whether this speculation is true remains a matter for further investigation. We further discuss three of these studies here. Rao, Shand and Kalirajan (1999) , examining the period 1965-95, found that SDPs for the 14 major states (excluding Goa and all the special category states) were diverging (using standard growth regressions for conditional convergence), even when one controlled for differences in initial conditions. They emphasized the role of private investment flows in explaining this pattern of regional inequality. Ahluwalia (2002) similarly found private investment flows to be a significant factor in explaining cross-sectional variation in states' growth rates. While he did not examine divergence through regression analysis, his calculations of populationweighted Gini coefficients for the 14 major states showed a substantial increase, from 0.175 in 1991-92 to 0.233 in 1998-99. Singh and Srinivasan (2002) , looking at the period 1990-91 to 1998-99, however, found that the evidence does not permit one to reach very definite conclusions on convergence or divergence across the (14 major) states. As in other studies, they found that private investment (measured by per capita bank credit) matters for growth. They also found that credit-deposit ratios and FDI approvals per capita have positive impacts on growth.
2 Finally, they observe that credit-deposit ratios (a proxy for the internal movement of capital) have both become more varied across states, and more closely correlated with SDP per capita. These findings are suggestive of capital (foreign and domestic) increasingly moving to where it can be more effectively used, namely in higher income states.
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Should one worry about increasing inequality of SDPs? Increasing inequality across regions is certainly a concern if it sharpens political tensions, especially in a diverse federal polity such as India's. On the other hand, the evidence for increasing inequality of per capita SDP across states may have limited consequences. First, there is no clear statistical evidence of long run divergence. Second, the statistical analyses all use SDP as the outcome measure. As all the studies note, this has its problems. It ignores remittances, and these may have significant impacts on incomes. In some cases, such as remittances from Punjabi emigrants abroad, these flows may go to richer states. On the other hand, there are substantial remittances internally, such as from Bihari migrant agricultural laborers in Punjab back to their home state. In the latter case, accounting for remittances would reduce inequalities. In the next section, we examine some alternative outcome measures, still at the state level, to examine these possibilities.
Alternative Outcome Measures
One possibility for measuring the well being of individuals across different states is to look at consumption measures. These are available from the Planning Commission's National Human Development Report (NHDR, Planning Commission of India, 2002, Table 2 .2), and we use this data to perform some regressions to test for absolute convergence in per capita consumption expenditures. These results are presented in Table  4 . The dependent variable is the difference in the natural logarithm of per capita consumption expenditure between 1999-2000 and the base year (hence the growth rate over the entire period) and the independent variable is per capita consumption expenditure in the base year. The two base years are 1983 and 1993-94. Interestingly, the regressions suggest absolute divergence in both periods, but the evidence is weak for the later period (not quite significant at the 10% level, using a two-sided test), which covers the bulk of the post-reform era. We next look at broader outcome measures, which reflect how the states are doing relatively, in terms of standards of living. 4 In particular, the Planning Commission now publishes a National Human Development Report (NHDR, Planning Commission of India, 2002), which looks at eight different dimensions of development performance: per capita expenditure, headcount poverty rate, literacy rate, a formal education enrollment index, infant mortality rate, life expectancy, access to safe water and access to housing constructed with relatively permanent materials. Calculations by Singh and Srinivasan (2002) suggest that the Human Development Index (HDI) constructed in the NHDR does not show any increase in across-state variation (again, this is for the 14 major states), as measured by the unweighted standard deviation. Since the average HDI has risen in the 1990s, the coefficient of variation has fallen (Table 5 ). These numbers are therefore quite consistent with the conclusion that inter-state disparities in well-being have not worsened in the 1990s. We can extend the analysis of Singh and Srinivasan (2002) by estimating convergencestyle regressions. Since the HDI is already compressed by being constrained to lie between zero and one, we do not use logarithms, instead regressing the change in the HDI on the base year. These results are presented in Table 6 . In addition to testing for absolute convergence, we also include credit per capita in a separate regression, to test for conditional convergence -this was one of the investment variables that Singh and Srinivasan found to be significant in explaining the growth of per capita SDP in the 1990s. However, such variables turn out to be insignificant in affecting improvements in the HDI. This result is not surprising, but it could have gone the other way, and would have been a greater cause for concern in that case. To summarize, when we look at a broad measure of well-being, there is no evidence of the absolute divergence that shows up in output and consumption measures. Standard errors in parentheses; *,**,*** correspond to 10%,5%,1% significant level, respectively.
Inequality Below the State Level
A final aspect of regional inequality involves going to the sub state level. In this case, one has no output data, so the problem of SDP as a measure of economic outcomes is moot. Recently, Bhandari and Khare (BK, 2002) have used data available at the level of regions as defined by the National Sample Survey Organization (NSSO). The NSSO divides the Indian states into 78 homogenous agro-economic regions that are groups of contiguous districts, demarcated on the basis of agro-climatic homogeneity. Each region is contained within a state or union territory. Together these regions cover all of India. For each region, BK construct an economic performance index based on five variables: petrol sales, diesel sales, bank credit, bank deposits and cereal production. They compare the years 1991-92 and 1998-99, and report how each region did over this period, in terms of share of the overall economy.
The BK calculations reveal several interesting patterns. First, a clear West-East divide emerges, with the West increasing its economic share. Second, there is no obvious NorthSouth or coastal-inland divide. Third, most of the areas that do the best are centered on urban areas, which appear to be acting as growth poles. Fourth, many of the areas that lag are rain-fed agricultural regions, consistent with the general consensus that agriculture has been bypassed by the reform program to date. 6 Fifth, Punjab, Haryana and Kerala do relatively well in this analysis (better than when per capita SDP is used as a measure of performance), consistent with our earlier discussion of international remittances. Finally, while some states are doing consistently well, in terms of all regions within the state increasing their relative share (e.g., Karnataka, Kerala, Punjab and Haryana), there are other states with marked internal disparities in regional performance (e.g., Andhra Pradesh, Madhya Pradesh and Maharashtra). Thus, going down to the regional level provides a considerably more nuanced picture of the regional patterns of economic change in the post-reform period.
Here we extend the BK analysis by again looking at convergence-style regressions for the regional data. Rather than construct an index, we examine the five variables individually. This results in some observations with missing data being eliminated from the regressions, but we are still left with 59 observations, which gives a considerably more disaggregated and complete picture than does state-level analysis. The results are reported in Table 7 (absolute convergence) and Table 8 (conditional convergence).
In Table 7 , we see that only diesel consumption and credit show evidence of absolute divergence. This is consistent with a story in which productive economic activity is becoming more unequal across regions, but final consumption is not subject to such effects to the same degree. This is broadly consistent with the picture at the state level.
In Table 8 , we see that, once conditioning variables are included in the regressions, diesel consumption still shows some evidence of divergence, but the statistical significance is weaker. Petrol consumption shows evidence of conditional convergence, and the other variables have coefficients that do not permit an inference in either direction. The importance of the conditioning variables varies across the regressions, and the overall explanatory power of the regressions is not high (R 2 's ranging from 0.15 to 0.34), but the results again are consistent with those of Table 7 and state level regressions. Dependent variable is change in the log of the per capita variable between later and base years. Standard errors in parentheses; *,**,*** correspond to 10%,5%,1% significant level, respectively. Dependent variable is change in the log of the per capita variable between later and base years. Standard errors in parentheses; *,**,*** correspond to 10%,5%,1% significant level, respectively.
Finally, we include dummies for the different 'zones' of India -we use this term since we have used 'regions' for the smaller, sub state geographic units. Using the East and Northeast as the base zone, we include zonal dummies for the North, South, and West of the country. The results are presented in Tables 9 and 10 . The results for convergence are broadly similar to the previous two tables, with some minor differences. The new result that emerges is the significance of the zonal dummies, particularly for the South and West. Since these dummies are positive and significant for most of the five measures of economic activity (cereal production in the West being the main exception), they suggest that at this level of aggregation there are some possible concerns, which deserve further investigation with disaggregated data. We turn to policy implications our results and preceding discussion in the conclusion. Dependent variable is change in the log of the per capita variable between later and base years. Standard errors in parentheses; *,**,*** correspond to 10%,5%,1% significant level, respectively.
Conclusion
A federal system involves explicit and implicit balancing of the interests of its constituent units. Perceptions of fairness among the constituents units can matter as well as the objective material gains from being part of the larger nation. 7 India has faced these issues since independence (and earlier), and central policies have always incorporated interregional and inter-state considerations, in matters such as directing investment, controlling prices and restricting the movements of certain goods. The loosening of central controls that has been an important part of the reform package has heightened two related fears: first, that the poor would be left behind; second, that some constituent political units of the nation would be left behind.
The evidence surveyed and presented in this paper suggests that the second of these fears may have been over emphasized. There are some indications of increases in regional inequality, but they are neither uniform nor overly dramatic. To some extent, increases in regional inequality are driven by factors that are necessary for accelerated growth -in particular, the more efficient allocation of private capital, foreign as well as domestic. The data also suggest ( At the sub state level, some states may be seeing greater disparities emerging within their boundaries. One might guess that intra-state labor mobility is greater than across states, so that this problem may be more self-correcting than inter-state disparities. On the other hand, the problem may be mobility across rural and urban areas, and across social boundaries. The evidence is consistent with the view that the reforms have had a greater positive impact in urban areas, leaving rural areas to await meaningful agricultural reform (removing distortions on pricing and distribution, and improving infrastructure). Intrastate disparities also put the focus on effective state government policies, including building the fiscal and institutional capacity of nascent local governments to deliver local public goods and services.
The central government may also draw some policy lessons from the empirical evidence on regional inequality. Clearly, intergovernmental transfers cannot remove such inequalities. However, they can be designed to more clearly meet classic Musgravian horizontal equity objectives, without reducing incentives for fiscal discipline, than is the case now. Streamlining the center-state transfer system can only help isolate any interstate disparities that are likely to cause political tensions, and make clear the redistributive effort that is politically necessary. In this respect, it is important to recognize that implicit financial transfers by the central government, through its control of the financial system, have been important, and have often favored higher income states (Rao, Shand and Kalirajan, 1999) . 8 Reducing the pervasive government presence in the financial sector can be an important complement to making the intergovernmental transfer system at all levels (center-state, state-local and center-local) more efficient, if inter-regional inequalities are to be clearly addressed by government policy.
Our conclusion is that India's record with respect to inequality in the post-reform period is not bad, with respect to potential problems of growing regional disparities. Economic reform has actually done better than many commentators have expected. Clearly there are policy improvements that can help further in managing inequalities, but they are much more in the spirit of further reform than of any backpedaling.
